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ECONOMIC INDICATORS 


Income & Production (in Millions of Dollars) ! 


GNP (Market Prices) 
GDP (Market Prices) 
GDP (Factor Cost) 
GDP (Per Capita) 
Population (Millions) 
Labor Force 


ne 


Money & Prices (In LE Millions) 


Money Pure y 

Quasi Money 
Domestic Credit2 
Net Foreign Assets2 


1977 


9,736 
10,002 
8,448 
220 
39.2 
264 


2,943 
1,523 
5,345 

-818 


11,684 
12,034 
10,349 
260 
40.2 
13.0 


Sy5L7 
1,621 
5,944 

-506 


Price Indices (1975=100) 3 Wholesale 124 139 

Retail 3s 154 
Balance of Payments (in Millions of U.S. Dollars) 

Exports (FOB) 2525 


Imports (CIF) 53425 


2,225 
5,320 


Trade Balance 
Net Services 
Current Account Balance 


-3,000 
1,575 
-2,425 


-3,100 
1,800 
-2,300 


Net Capital Account 

Overall Deficit 

Special Financing 

Public Finances (in LE Millions) 

Revenue 
Expenditure 
Emergency Fund 
Total Deficit 
Financing 


=625 
-3,050 
2,750 


=O) 
-3,275 
2,100 


2,736 
-3,913 


27955 
-4,979 
-256 -292 

-1,433 -2,316 

External 463 700 
Domestic 970 1,616 


NOTE: The 1977 and 1978 figures represent estimates of the Egyptian 
Government agencies involved in economic planning. Further minor 
revisions of these figures can be expected. 


1 Conversion into dollars was done at the unitary rate (LE 1=$1.43) 
which went into effect January 1, 1979. As most transactions for the 
past two years were taking place at this rate, it more accurately 
reflects hard currency values. It should be noted that prior to the 
unification of exchange rates this year, imports of supply commodities, 
e.g., wheat, fava beans, tea and sugar, were recorded at the official 
rate of exchange of LE 1=$2.56. Exports of petroleum and cotton as 
well as Suez Canal receipts were also accounted for at this rate. 
While this may result in some initiial distortion when compared with 
previous calculations, we note that the per capita GDP figure is 
comparable to the UN estimate of annual per capita GDP in Egypt. 


2International Financial Statistics, published by the International 
Monetary Fund, January 1979. 


3price indices represent the official market basket which may be 
heavily weighted with subsidized items. Thus, inflation pressures may 
be stronger than reflected here. 


SOURCES: International Monetary Fund, World Bank, Egyptian Ministry of 
Finance, Egyptian Central Agency for Public Mobilization and Statistics. 
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SUMMARY 


Since mid-1977, the Egyptian economy has continued without a major external 
payments crisis and has sustained a relatively high growth rate. Informed observers, 
including experts from multilateral financial institutions and bilateral donor agencies 
active in Egypt, have reached a widespread consensus that for the first time in over two 
decades, Egypt's most pressing economic problem is no longer its lack of international 
liquidity. Reaching this stage was made possible not only by the huge inflows of donor 
cash and commodity assistance in 1977, but also by the revitalization of key hard 
currency revenue generating sectors—e.g., petroleum, tourism and the Suez Canal. 
Along with these increased inflows of foreign exchange, remittances from Egyptian 
workers abroad averaged more than $1 billion annually during 1977 and 1978. This positive 
combination of circumstances at last allowed Egyptian economic policymakers to turn 
their attention more to longer-term development goals and priorities. 


Pervasive problems remain, however. Egypt's population continues to expand at a 
rapid rate; infrastructure continues to deteriorate; and subsidies and other price 
distortions consistently create government budget deficits of a serious magnitude. The 
anticipated peace treaty will have significant but difficult-to-caleulate economic 
implications. Moreover, both Egypt and the donor states are aware that the recent 
improvements could prove illusory if steps are not taken to solidify the present Egyptian 
economic gains and to identify the correct development priorities for the future. 


U.S. firms can look forward to increased sales in capital equipment and related items 
in Egypt. A number of infrastructure projects are planned over the next few years. 
Many of these projects are partially financed through U.S. AID funding. As 


infrastructure improvements are realized, private foreign investment should rise, 
initially in the area of small-scale manufacturing. 


CURRENT SITUATION 


Preliminary indications suggest that Egypt registered an 8 percent real growth rate in 
1978, reflecting the continued expansion of its industrial sectors, notably construction 
and petroleum. Continued growth at this level, however, can be achieved only by further 
government-directed reform of the domestic economy. Subsidies, which rose from LE 
680 million in the 1978 budget to a preliminary total of LE 1,177 million in 1979, remain a 
critical distortive element in the Egyptian economic equation. While much of the 
increase in 1979 can be accounted for by the shift from the former official exchange rate 
(LE 1 = $2.56) to the new unitary rate (LE 1 = $1.43) for all trade transactions, the very 
fact that subsidies continue to rise portends problems for the future. The Government 
recently announced its intent to review the entire domestic price system. An 
examination of the present ration card policy is also underway; the existing policy is 
believed to be too widespread, giving the most benefit to middle class workers in private 
sector jobs rather than to the urban and rural poor whom the system was designed to 
help. Extensive results in this area, however, cannot be expected much before 1980. 
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Internal inflation on the average hovered in the 25-30 percent range in 1978, but 
certain sectors, such as construction, experienced much higher rates due to heavy 
demand and severe shortages of skilled and semi-skilled workers. The prices of 
noneontrolled imported and locally produced items rose at the average rate. The 
Government's own market basket calculations, which are heavily weighted with basic 
subsidized items, posted an inflation rate of 14-16 percent. This price pressure has been 
fueled by an increase in disposable income, particularly in the private sector, where 
wages have doubled over the last two years. Concurrently, workers' remittances from 
abroad have greatly enhanced income levels without any corresponding rise in domestic 
productivity. Thus, as external macro-economic pressures in the Egyptian economy 
appear to be waning, many domestic problems relating to wages, prices and productivity 
remain to be addressed for Egypt to achieve its economic growth objectives. 


Peace Perspectives If peace with Israel is achieved, this will mark the first year in 
three decades that the formal state of war will not perforce play a critical role in 
determining Egyptian economic policy. Notwithstanding the generally widespread 
popular belief that peace will produce overnight prosperity, Egyptian policymakers are 
approaching the issue with caution; most senior government officials hold publicly that 
there will be little immediate change in economic conditions. The following expectations 
over the short term reflect the prevalent thinking on the question of the impact of peace: 


— The return of the Sinai will have an initial positive effect on oil production as the 
Israeli-controlled fields are returned, but the exploitation of other Sinai resources, 
including undeveloped petroleum reserves, will require time and large-scale investment. 


— The rejectionist Arab states' success in mounting, for political reasons, a future 


Arab boycott of Egypt, along the lines of the present boycott of Israel, may deter 
joint-venture private investment in export-oriented projects. 


— Military demobilization will be slow, given the Government's concern over its 
probable negative effect on unemployment levels. 


— Egyptians will be hesitant, at least at first, to pursue joint ventures with Israel, 
except possibly in the tourism sector. Proposals for sharing technology with Israel are 
not expected to receive enthusiastic support initially. 


While peace with Israel will involve many factors now unclear as to their effect, the 
prospect is auspicious and obviously a means which will aid the economic progress of the 
country. Little drastic change can be reasonably expected within the first year after the 
peace treaty is signed, however. The suspicions and antagonisms of thirty years militate 
against extensive bilateral cooperation or joint activities under official sponsorship. In 
time, with the growth of mutual confidence, and as private sector initiatives come to 
fruition, cooperative bilateral or regional project activities should assume a greater 
importance. 
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Balance of Payments The external Egyptian economy performed last year along the 
same lines as in 1977, with few exceptions. Suez Canal and tourist revenues continued to 
grow, although at slower rates than in the mid-1970's. Barring unexpected shifts in 
present pricing policies for these services, the Government is forecasting a net revenue 
averaging $500-700 million from each sector for the next few years. At that point newly 
opened tourist facilities now under construction, plus the widened and deepened Canal, 
should bring about another jump in service earnings. 


Major Exports Petroleum dominated the Egyptian export picture, netting an 
estimated $700 million in foreign exchange in 1978. Further growth can be predicted for 


this sector, as the Egyptian General Petroleum Company is still expanding production at 
existing sites, and several new installations will start production by next year. If peace 
is realized during 1979, the petroleum sector will be most immediately affected by the 
return of the Israeli-controlled Sinai fields, which would supplement existing production 
of 500,000 barrels per day (b/d) initially by about 20,000 b/d. Additionally, the 
long-expected OPEC price rise coming into effect in 1979 will have a positive influence 
on the growth of Government oil revenues, particularly as domestic consumption is 
expected to expand only marginally over the next few years. Moreover, planned 
industrial projects that would normally impact heavily on internal consumption are not 
expected to do so; Egypt has vast quantities of unutilized natural gas reserves. Future 
industrial plants are being designed to utilize this source of energy, freeing much of the 
incremental petroleum production for export. 


Cotton, Egypt's traditional export earner, fared unexpectedly well in 1978. Higher 
world market prices coincided with the largest Egyptian export crop in more than a 
decade. The Government, it may be noted, used a combination of U.S. commodity 


assistance and foreign exchange resources to import lower-priced U.S. short staple 
cotton for domestic production, freeing more of the higher-valued Egyptian long staple 
for export. As the yield was also higher than in recent years, Egypt was able to export 
almost 40 percent more cotton by value in 1978 and to take full economic advantage of 
the increasing demand for natural fibers. 


Other exports, particularly of truck crops and finished manufactured items, declined 
in 1978. Overall export expansion thus was not as great as forecast, despite the strong 
performance of petroleum and cotton. 


Remittances One of the most noteworthy recent factors in the 
balance-of-payments accounts has been the "export" of Egyptian labor to other areas, 
notably to the Gulf where the economic boom fueled by the oil price rises of the 1970's 
continues to demand the services of expatriate labor. The emigration of Egyptian 
workers to these countries on a large scale began in 1974 and has become a critical factor 
in the improved availability of foreign exchange. In 1977 the level of remittances 
approached $1.5 billion, and in 1978 the best estimates available reflect a figure in the 
same range, or possibly slightly higher. While the overall growth pattern in the level of 
remittances appears to have slowed from the initial rapid expansion, steady flows at the 
current level are expected over the next several years, obviously affecting favorably 
Egypt's annual $3-5 billion foreign exchange gap. Remittances, of course, are in a sense 
a two-edged sword, since they provide a new source of foreign exchange, while at the 
same time they fuel domestic inflation with an increase in disposable income. These 
supplies of privately held convertible currencies have enabled the import of durable 
consumer goods to expand to such high levels. 
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Imports Imports, particularly capital goods, did not expand as rapidly as projected 
during 1978. Although this may well have adverse implications for the future, in the 
short run Egypt's foreign exchange gap narrowed, and this factor, combined with the 
relatively improved performance on the export and services accounts, enabled the 
Government to continue to meet its foreign obligations on a timely basis. Lack of key 
import items in construction industries such as cement, however, delayed progress on 
many capital projects, including some luxury hotels, thus pushing up costs. The 
Government has made a number of recent adjustments in pricing and import regulations 
in an effort to remedy this situation before it became more serious, but the practical 
effect of these changes cannot be measured immediately. 


Economic Reform Since the first Sinai disengagement agreement, the Arab 
members of OPEC and other major donor nations active in Egypt have advocated 
wide-scale governmental action on the economic front in an attempt to rationalize 
inherent imbalances in the existing Egyptian economic structure. Programs of this 
nature, despite their evident need in economic terms, are frequently unpalatable 
politically in the short term and, therefore, difficult to implement. In its January 1977 
effort to begin the reform of the domestic economy by raising the prices of major 
subsidized items, including bread, the Government unintentionally provoked massive 
urban riots. Since that time, certain subsidized prices have been raised gradually without 
fanfare or significant protest. The Government has taken considerable pains to cope 
with this sensitive issue, clearly envisaging the threat of more demonstrations. Thus, 
while progress is measurable on this front, it has not been as rapid as earlier projections 
indicated it might be. 


Egypt operated under a one-year standby arrangement with the International 
Monetary Fund through April 1978. At the end of this arrangement, the Egyptian 
Government, in cooperation with the IMF, designed an economic reform program to be 
carried out under a 3-year extended fund facility that would provide Egypt with SDR 600 
million over the life of the agreement. This proposal was approved by the IMF board in 
mid-1978, and Egypt has drawn SDR 90 million through the facility. 


Under the terms of the reform package, Egypt agreed to undertake a series of 
domestic price reforms to curb the budget deficit and to hold domestic credit creation 
within certain specified limits. An IMF review conducted in mid-November 1978 raised 
some concerns about the magnitude of the 1979 budget deficit. After a series of 
discussions between Government policymakers and the IMF team, the Egyptians agreed 
to review their budget and to see if further cuts could be made. At present, no further 
draws against the facility are expected to be approved until another IMF team returns to 
Egypt during the first quarter of 1979 to review progress on the budget front. 


The Government seems determined to continue economic reforms during 1979. More 
subsidies are expected to be decreased or eliminated outside of the most essential 
commodities, and a review of the present ration card system is being undertaken. Price 
increases on public transportation, gasoline and cigarettes took effect at the beginning of 
the year. It is not yet clear, however, how far these modifications will go in correcting 
the inherent imbalances in the system. 
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Investment Egypt's investment plans in this decade have shifted somewhat from an 
initial concentration on revitalizing of domestic infrastructure and to completing 
unfinished projects that were allowed to stagnate for lack of funds. The 1979 budget 
postulates an investment expenditure level of LE 2,560 million, in contrast with the LE 
2,250 million budgeted for 1978. In the past, the Government has failed to attain its 
projected budgeted investment levels, and 1978 was no exception. Thus, current 
estimates suggest that only about 85 percent of the investment target was actually met. 
This is best reflected by the proportional decline in capital goods imports in 1978 that ran 
LE 600 million below the projected level of LE 1,850 million. Since the 1979 figure must 
meet some 1978 as well as 1979 targets, the investment budget may be thoroughly 
realistic. On the other hand, if the previous pattern of over-budgeting holds true, future 
failures to meet programmed investment levels could eventually contribute to a decline 
in productivity and to an increase in internal domestic pressures. 


Private sector investment, except in trading enterprises, is not expanding as rapidly 
as the substantial increases in disposable income would permit. Much of this phenomenon 
relates to the strong, pent-up demand for consumer durables extant in the Egyptian 
economy, as many imports were severely restricted between 1967 and 1973. 


Planned investment levels since the 1973 war, including the most recent budget, 
therefore, do not seem out of line with Egypt's vast requirements. Substantial increases 
above these levels, through further deficit financing, however, could well upset the 
economic stability that so recently has been achieved. As a result, it must be noted that 
unplanned investment or inflows of investment funds greatly exceeding projected 
requirements could further exaggerate internal distortions in the economy and, as a 
consequence, increase inflationary pressures. For the near term, most observers agree 
that investment will expand gradually—at a level high enough to stimulate a real 
economic growth rate in the range of 8-10 percent. 


Foreign Assistance The year 1978 saw a leveling off of total foreign assistance 
flows. The Gulf Organization for the Development of Egypt (GODE), the largest single 


donor in 1977, failed to recapitalize, and planned reflows of interest payments on 
outstanding GODE loans have yet to materialize. As noted above, however, Egypt's 
strong points—services, petroleum and remittances—provided an adequate supply of 
foreign exchange. Saudi Arabia and Kuwait, the principal GODE members, have kept 
about $2 billion on deposit with the Egyptian Central Bank and have maintained bilateral 
assistance at a $300 million level. 


The U.S. Government's assistance programs, totaling roughly $1 billion annually since 
1976, continued at the same level in 1978, and present indications are that this will 
continue through 1980 at least. In the past, these programs have included food aid, 
commodity imports, and capital development. As Egypt's foreign exchange requirements 
decline, proportionately more of new U.S. AID activities are expected to concentrate on 
projects in industry, infrastructure, and public utilities. This, of course, is in line with 
stated Egyptian Government priorities. 





IMPLICATIONS FOR U.S. BUSINESS 


Since 1976, the United States has become Egypt's principal trading partner, and Egypt 
will continue to be a good market for U.S. business. Despite the introduction of import 
controls in 1978, Egypt has one of the most liberal import policies among third-world 
countries. There are particularly good prospects for firms selling manufacturing and 
construction equipment, power generators, steel pipe, and other key industrial products. 
Many of these items are eligible for financing under U.S. AID guidelines. The United 
States also supplies significant amounts of wheat and other foods to Egypt through its 
PL-480 aid program. The demand for capital equipment, intermediate goods, and food 
items should remain strong over the medium term.‘ As the Government also is expected 
to continue its emphasis on infrastructure rehabilitation, as well as on housing and 
industrialization, there will be increasing opportunities for U.S. firms to participate in 
the expansion of the Egyptian economy by becoming active in these future projects. 


Both the World Bank and U.S. AID have funded a number of capital development 
projects in Egypt in accordance with the stated economic priorities of the Egyptian 
Government. In 1978 alone, U.S. AID funding included $25 million for Cairo sewerage 
rehabilitation; $60 million for water and sewerage projects in the Canal cities; $95 
million for construction of a cement plant; $30 million for modernization of the port of 
Suez; $29 million for power distribution in Alexandria and the Nile delta; $40 million for 
expansion and improvement of telecommunications networks; and $50 million for 
low-cost housing development. While the bulk of these projects was under long-term AID 
concessional loans, approximately 35 percent of the funding was on a grant basis. Future 
U.S. assistance is programmed along similar lines, including additional support in coming 
years for sewerage and water distribution in Cairo and Alexandria, rural electrification, 
housing and urban development, Suez power, and mechanization of agriculture. As all of 
these projects are restricted to U.S.-source procurement, an excellent opportunity exists 
for American firms to get in on the ground floor of many projects and thus to promote 
the possibility of later follow-on sales of merchandise and equipment. 


The World Bank has financed projects relating to railway expansion and improvement, 
irrigation drainage systems, telecommunications, Alexandria port development, and Suez 
Canal expansion. It is also participating with U.S. AID in the Cairo sewerage project. 
One of the most interesting future World Bank projects is designed to fund the 
development of Egypt's substantial reserves of natural gas. These projects, too, provide 
many opportunities for U.S. business. 


On both the trade and investment side, the 40 million Egyptians who comprise the 
domestic market, plus the relatively skilled labor force, are positive elements in 
considering the sales potential of durable consumer items and possible future investment 
in small manufacturing enterprises aimed at the local market. Given these factors, 
Egypt is an interesting prospect for firms considering this type of joint venture, 
particularly when the infrastructure development has been extensive enough to 
encourage such investment. For the more distant future, Egypt's central location makes 


it a potential manufacturing center for a pan-Arab regional market. Through the 
activities 
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activities of the Egypt-U.S. Joint Business Council and the Egyptian Investment 
Authority, a concentrated effort is being made to make business executives aware of 
Egypt's potential. In addition, the U.S. Government sponsors several trade missions and 
seminars each year and publishes annual and semiannual reports designed to acquaint the 
interested American business executive with the Egyptian market. 


In general, U.S. suppliers can anticipate additional opportunities for capital 
equipment sales in the Egyptian market. Many of these items and other will remain 
eligible for U.S. AID financing. As investments in capital development projects increase, 
new prospects for U.S. engineering firms should be generated. With growth and economic 
development continuing, disposable income should grow, keeping demand strong and 
opening up another market for U.S. consumer products. For the supplier or investor 
seeking opportunities in the Middle East, Egypt warrants serious consideration. 


* U. S, GOVERNMENT PRINTING OFFICE: 1979—281-058/102 
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